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A B S T R A C TMany countries with universal health systems have relied primarily on
publicly-owned hospitals to provide acute care services to covered
populations; however, many policymakers have experimented with
expansion of the private sector for what they hope will yield more
cost-effective care. The study provides new insight into the effects of
hospital privatization in three American states (California, Florida, and
Massachusetts) in the period 1994 to 2003, focusing on three aspects: 1)
profitability; 2) productivity and efficiency; and 3) benefits to the
community (particularly, scope of services offered, price level, and
impact on charity care). For each variable analyzed, we compared the
3-year mean values pre- and postconversion. Pre- and postconversionsee front matter Copyright & 2013, International
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ondence to: Stefano Villa, Largo F. Vito n. 1, Rome 0changes in hospitals’ performance were then compared with a none-
quivalent comparison group of American public hospitals.
The results of our study indicate that following privatization,
hospitals increased operating margins, reduced their length of stay,
and enjoyed higher occupancy, but at some possible cost to access to
care for their communities in terms of higher price markups and loss
of beneficial but unprofitable services.
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Copyright & 2013, International Society for Pharmacoeconomics and
Outcomes Research (ISPOR). Published by Elsevier Inc.Introduction
Public hospitals play a vital role in sustaining population access
to health services, even in countries with universal health
systems. Public ownership, however, is believed to encourage
inefficiencies or unresponsiveness to meeting population health
needs because of excessive political influence or the lack of
traditional private ownership incentives to produce efficient
and effective care. Thus, policymakers in many countries have
explored or implemented policies that encourage expansion of
the private sector provision of health care services even when
universal coverage is publicly financed. This article explores key
implications of expanding the private sector role to ensure
universal access to high-quality and affordable care particularly
for vulnerable, low-income populations, in the United States.
In the American health care system, publicly-owned hospitals
coexist with private hospitals, both for-profit and nonprofit. While
the vast majority of the American hospitals are privately-owned,
public hospitals still represent a significant share of the providers
and play a unique and extremely valuable role. In particular, they
serve as community hospitals for lower-income neighborhoods,
they are specialty providers for publicly-funded patients, and they
act as ‘‘safety-net’’ providers for the uninsured, with many
providing significant amounts of charity care (hospital services
offered free of charge or heavily discounted to poor and uninsured
people); they disproportionately provide a set of valuable butunprofitable services, such as psychiatric services and trauma
care; they provide a critical training ground for medical students,
physicians, and other health care professionals; and they are
uniquely positioned to carry out research specific to the low-
income and indigent populations they serve [1,2].
Given this special role played by American public hospitals in
guarantying access to care for the community, it is important to
assess whether this role is maintained following privatization.
The article empirically analyzes the impact of the privatization of
community hospitals that occurred between 1994 and 2003 in
three American states (California, Florida, and Massachusetts).
In the developed countries (especially the United States and
Europe), privatization has long been a popular policy approach
for seeking health care savings or increases in efficiency. Impor-
tant questions regarding the efficacy of privatization, however,
remain unanswered, including the meaning of privatization. The
term ‘‘privatization’’ is often used to indicate many different
types of public-private relationships such as outsourcing, public-
private partnerships, government contracts with private compa-
nies, and franchise systems. Also, the concept of privatization is
often confused with that of market competition in theorizing
about its potential benefits. Many who advocate privatization do
so on the grounds that private ownership allows the benefits of
market competition; however, privatization does not lead auto-
matically to an increase in the level of competition, and public
hospitals can also compete in a marketplace. Donahue [3]Society for Pharmacoeconomics and Outcomes Research (ISPOR).
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collection, office cleaning, and transportation) that ‘‘profit-seek-
ing private firm’’ is potentially a far superior institution for effi-
cient production, but he also stresses the point that an essential
contributing factor is the level of market competition.
In the current article, we will adopt a restrictive concept of
privatization referring to all those situations where hospital
assets are actually transferred from public to private ownership.
Several theories support the concept that ‘‘ownership’’ mat-
ters in performance. One set of theories hypothesizes that public
organizations tend to be inefficient because the relationship
between the owners (the citizens) and the managers is mediated
by politicians who impose objectives on these firms that might
help them to gain votes (e.g., by favoring union’s collective
bargaining power, or by seeking patronage appointments for
their supporters) but often conflict with efficiency [4–6].
A second hypothesis, derived from stakeholder theory, posits
that public organizations are required to maximize the utility/
well-being of all involved constituencies in society [5,7,8]. The
compelling mandate to mediate among conflicting constituen-
cies makes it more difficult for publicly-owned organizations to
set shared performance goals and, consequently, to implement
effective incentive schemes [7–9] that would promote efficiency.
Others note that the goals of hospitals vary by ownership
type. In simple microeconomic models, for-profit hospitals are
modeled to maximize profit. Private nonprofit hospitals must
balance multiple objectives such as profits, quality, quantity, and
charity care [10–12]. Public hospitals, while considered inefficient
[13], are often required to be the provider of ‘‘last resort’’ for
people who cannot pay for medical care or health insurance. One
big question, then, in assessing the impact of conversion is how
this unique public hospital mission—provider of last resort—is
affected by privatization.
The American hospital sector is characterized by a high
number of conversions (change of ownership). Particularly, dur-
ing the period of our analysis, public hospital privatizations
represented the most common form of conversion: 296 public
hospital conversions (56% of the total) in the period 1980 to 1991
and 289 in the period 1991 to 2001 (more than 40% of all
conversions) [14,15].
Public hospital conversions to private ownership in the United
States offer a unique opportunity to explore the effects of hospital
privatization. Most hospital ownership and conversion research has
focused on conversions of nonprofit private hospital to investor-
owned status or are cross-sectional studies on the differences in
behavior among the different types of hospital ownership. The lack
of research on public hospital privatization leaves an important gap
in our understanding of the implications for communities.
Also, even though the American health care system is differ-
ent from many other systems in the developed world (in its
reliance on competitive markets, multiple public and private
payers, and the active purchasing role played by employers and
consumers), the results of the current study can offer useful
insights to those policymakers outside the United States who are
striving to maintain universal coverage systems guaranteeing
high quality standards while seeking, at the same time, a
reduction in overall costs. This article empirically tests whether
private providers are actually better than public providers in
accomplishing this goal. In fact, in the last 25 years, European
countries have implemented a series of reforms intended to
either change the public-private provider ownership mix, such
as privatization or closure of public hospitals, and reducing the
scope of public coverage or care provision, or to encourage public
hospitals to become competitive with private sector hospitals, by
introducing competitive elements in health care financing and/or
provision [16]. In these reforms, policymakers implicitly assume
that privatization and/or increased competition represent aneffective solution to maintain the sustainability of their universal
health coverage (UHC) systems overcoming typical problems
plaguing public providers such as inappropriate political influ-
ence, lack of responsiveness to patient needs, waste, and poor
clinical quality.
The current article aims to test these assumptions through a
longitudinal study that analyzes the impact of privatization on
different dimensions: efficiency, profitability, and benefits to the
community.Literature Review
Despite the growing importance of privatization on the agenda of
policymakers, there are relatively few empirical studies that
analyze the actual results of ownership change. Many simply
focus on ownership in a static sense. A meta-review [17] of 153
cross-sectional studies shows superiority in terms of efficiency of
private ownership compared with public, finding 104 studies in
favor, 14 against, and 35 neutral.
Cross-sectional studies are, however, unlikely to provide a
robust measure of the impact of converting from one ownership
type to another, or how long it might take to see related changes
in performance. Cuervo and Villalonga [5] propose a model where
privatization is a discrete exogenous change that triggers a series
of endogenous changes. According to this model, privatization
leads to 1) a change in corporate governance and 2) management
replacement. This, in turn, leads to a change in goals, incentives,
and control that, subsequently, brings a change in strategy,
structure, and culture. This model is intuitively plausible, but
untested in real settings, and it is also important to take into
account other contextual factors such as regulation, the level of
competition, and the method of privatization.
With respect to the analysis of changes in hospital perfor-
mance related to conversion, most of the articles to date focused
on nonprofit to for-profit conversions [14,18–20]. Studies that
have addressed the impact of public to private conversion have
mixed results, depending on the performance metric analyzed.
Some authors [21–24] have focused their attention on the provi-
sion of uncompensated care. The item ‘‘uncompensated care’’ is
determined by the sum of 1) charity care and 2) bad debt. Bad
debt refers to unpaid bills of patients considered by hospital
management to be capable of paying their bills. Some of these
studies [21,22] are cross-sectional studies comparing the char-
acteristics (location, number of beds, uncompensated care) of
privatized public hospitals with those of nonconverting public
hospitals: privatized public hospitals had fewer beds and pro-
vided less uncompensated care relative to nonconverting public
hospitals. Other studies [23,24] have, on the contrary, tried to
assess the actual impact of privatization on uncompensated care;
the results are mixed: uncompensated care declined when public
hospitals converted to for-profit status, but no clear-cut results
emerged when public hospitals converted to not-for-profit status.
Regarding efficiency, one study [25] found that costs were not
reduced by public hospital conversions; rather, public hospital
conversion to for-profit ownership was associated with a slight
increase in cost per admission. In contrast, an older study [26]
found that costs were reduced under the private management,
but the service mix changed: particularly unprofitable services
such as emergency services and psychiatric care were dropped.
Shen [27] who analyzed hospital conversions occurring between
1987 and 1998 found that conversions to private ownership
(nonprofit and for-profit) increased the probability of trauma
center closures. These findings were consistent with the results
of other more recent studies [18,28]. Piotrowsky [28] reported that
privatized hospitals cut unprofitable outpatient services. Horwitz
[18] performed a cross-sectional statistical analysis to see
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ing each of approximately 30 medical services classified accord-
ing to their level of profitability. This cross-sectional study found
that for-profit hospitals were more likely than nonprofits, which,
in turn, were more likely than government hospitals, to offer
profitable services (such as open heart surgeries), and for-profits
were less likely than nonprofits, which, in turn, were less likely
than government hospitals, to offer unprofitable services (such as
psychiatric emergency care). The author also found that for-profit
hospitals, compared with nonprofit and government hospitals,
were much quicker to change their service structure in response
to changes in the environment.
Finally, two authors analyzed the impact of public hospital
conversions on financial performance. Thorpe and Florence [14]
and Thorpe et al. [14,25] found no significant changes in total
margin after public hospital conversions (either to nonprofit or to
for-profit institutions). On the contrary, Shen [27] found that the
total profit margin increased by five percentage points in private
hospitals that converted to government ownership.
The high number of hospital conversions that occurred in the
1990s and at the beginning of 2000 in the United States offers, in
this perspective, a unique opportunity to examine a broad range
of performance metrics, including those most important to
communities, such as access, affordability, and provision of
uncompensated care. A retrospective analysis also permits an
evaluation of changes over time, for conversions of public
hospitals into private ones.Table 1 – Characteristics of the hospitals included in the study
State Hospitals Year of
conversion
Florida Nassau General Hospital 1994
Tampa General Health Care 1997
Baptist Medical Center Beaches 1994
West Volousia Memorial
Hospital
1994
Glades General Hospital 1999
Hamilton County Memorial
Hospital
1996
Massachusetts Glover Memorial Hospital 1996
Quincy Hospital 2000
University Massachusetts
Medical Center
1998
Boston City Hospital 1996
Hale Hospital 2001
California Redbud Community Hospital 1997
Mount Diablo Medical Center 1997
Merced Community Medical
Center
1997
Petaluma Valley Hospital 1999
Sequoia Hospital District 1997
Community Hospital 1996
Selma District Hospital 2000
West Side District Hospital 2000
Glenn General Hospital 1996
Needless-Desert Communities
Hospitals
1998
Brookside Hospital 1998
Average hospitals in the study
The names of the hospitals refer to the baseline year of the study (1994)
over the years.The current study contributes new knowledge to the discussion
on conversions and hospital ownership along three dimensions:1.po
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. MIt focuses on hospital privatizations and expands the litera-
ture on a type of hospital conversion less well studied in the
scientific literature.2. It takes a longitudinal approach that assesses the effects of
privatization over an extended period of time.3. It takes into account the broader societal impact of hospital
privatizations beyond efficiency and financial performance.
Particularly, by studying privatizations that occurred in three
American states (California, Florida, and Massachusetts) in the
period 1994 to 2003, the study aims to analyze the effects of
public hospital privatizations on three different dimensions: 1)
profitability, 2) efficiency, and 3) community benefits (measured
in terms of the level of charity of care provided and the scope of
services offered to the surrounding community.)Data and Methods
Study Design
The present study is a longitudinal analysis that evaluates
changes in privatized hospital performance across a range of
measures. The study compares the changes observed atpulation (three-years average pre-conversion).
cess
argin
N. of
beds
Charity care
(% on gross patient
service revenues)
New ownership
status
4% 54 2% Private nonprofit
0% 829 10% Private nonprofit
9% 82 2% Private nonprofit
4% 156 5% Private nonprofit
6% 47 6% Private nonprofit
4% 42 2% Private nonprofit
4% 58 4% Private nonprofit
12% 172 3% Private nonprofit
4% 714 4% Private nonprofit
4% 503 21% Private nonprofit
3% 129 1% Private nonprofit
5% 34 0% Private nonprofit
1% 209 1% Private nonprofit
0% 158 4% Private nonprofit
0% 84 0% Private nonprofit
16% 249 0% Private nonprofit
3% 114 2% Private nonprofit
9% 57 2% Private nonprofit
2% 73 0% Private nonprofit
1% 27 0% Private nonprofit
9% 39 3% Private nonprofit
8% 286 3% Private nonprofit
2% 221 3%
any of the hospitals in the population study have changed name
Table 2 – Performance indicators—construction method, source, and meaning.
Construction method Source Meaning
Profitability
Total margin (Operating revenues – operating expenses þ
nonoperating revenues – nonoperating
expenses)/ (operating revenues þ
nonoperating revenues)
State hospital financial reports, based on
audited financial statements.
Overall profitability of a hospital including
both operating activities and nonoperating
activitiesCalifornia: The data are freely downloadable
directly from the state Web site (http://
www.;oshpd.cahwnet.gov/HQAD/
HIRC_Catalog/1000/Series_1000.htm) (last
accessed August 7, 2009).
Florida: The data were purchased from the
Agency for Health Care Administration
State Center for Health Statistics.
Massachusetts: Historical data are available on
request to the Massachusetts Division of
Health Care Finance and Policy.
Operating margin (Operating revenues – operating expense)/
(operating revenues)
Hospital profitability related to operating
activities
Nonoperating margin (Nonoperating revenues – nonoperating
expense)/(operating revenues þ
nonoperating revenues)
Hospital profitability related to nonoperating
activities
Pricing and payer mix
Markup ratio (Gross patient service revenue þ other
operating revenue)/(total operating
expense)
It measures the hospital’s mark-up prices
above costs
Efficiency/productivity
Occupancy for staffed beds (Average daily census)/ (number of staffed
beds†)
American Hospital Association (AHA) data It provides a measure of facility utilization
based on staffed beds
Length of stay (Census x 365)/number of admissions
(number of patients accepted for inpatient
services during a 12-mo period)
AHA data
Inpatient expenses per admission Total expenses x (gross inpatient services
revenues/total gross patient services
revenues)/number of admissions
AHA data Broad indicator of overall hospital economic
efficiency
Community benefits
Charity care Free care (valued at charges)/(gross patient
service revenues)
State hospital financial reports It captures the proportion of hospital services
offered for free to those poor or uninsured
people who meet the hospital’s charity
care guidelines.
Bad debt Bad debt (valued at charges)/(gross patient
service revenues)
State hospital financial reports It captures the proportion of hospital services
that still need to be paid by patients who
are judged by the hospital unwilling and
not unable to pay.
Service’s structure Comparison of services offered 3 y after
privatization with the structure of services
offered before the conversion.
AHA data It offers a measure of the propensity of
privatized hospitals to drop services
unprofitable but highly valuable for the
surrounding community.
* Average number of inpatients receiving care each day during the 12-mo reporting period.
† Staffed beds are beds regularly maintained—set up and staffed for use—for inpatient care. Staffed beds are often fewer than licensed beds; therefore, this occupancy measure will usually
exceed the occupancy percentage for licensed beds.
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Table 3 – Profitability trends after conversion.
Total margin (averages) Operating margin
Privatized
hospitals
Comparison
group
Difference between
groups
Privatized
hospitals
Comparison
group
Difference between
groups
Before 1.99% 3% 5% 8.79% 2% 10%
After 0.31% 3% 4% 2.71% 1% 3%
Difference 1.68% 0.18% 1.62% 6.08% 0.83% 6.6%
* Statistically significant difference, P-valueo 5 percent (t-test).
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control for sector-wide trends, we compared for each variable
included in the study the trend recorded in the same period
within a nonequivalent comparison group. As in similar explora-
tory research [22], we used, as control group, the total population
of American public hospitals by using data included in the
Almanac of Hospital Financial & Operating Indicators Medicare
Cost Report. Particularly, as mentioned in the Introduction, in the
current study we adopted a narrow definition of the concept of
privatization including only those transactions in which owner-
ship is shifted from a public to a private agent (either not-for-
profit or for-profit). To understand the possible effects of this type
of privatization, for each indicator included in the study, the 3-
year mean value preconversion and the 3-year mean value
postconversion were calculated. We excluded the year of conver-
sion, as it cannot easily be assigned to either period and often
had incomplete reporting. In cases where privatization was the
result of a merger or acquisition by a private hospital, we
consolidated the financial values of the two hospitals for the
premerger period.
We matched the trends recorded at each site with the trends
recorded among American public hospitals in the same time
frame. We then used t tests to ascertain the statistical significance
of the differences in values pre- and postconversion and the
differences observed in the population study from the control
group.
The Selection of Eligible Population
The analysis included 22 public acute care hospital conversions
in three American states: California, Florida, and Massachusetts.
The choice of these three states was based on the availability of
detailed financial information in these states, as well as the
relatively high rates of hospital conversions, especially in California
and Florida [15].
In 1994, the starting year of this research, of the 5229
community hospitals (i.e., nonfederal, short-term, general, and
specialty care) in the United States, 26% were run by local and
state governments, 60% were nonprofit hospitals, and 14% were
owned by for-profit entities [29]. The states included in the study
present different public-private composition. In Massachusetts,
most acute care hospitals were private not-for-profit institutions
(87%); in Florida, almost half of all hospitals were private for-
profit; in California, hospital ownership structure was closest to
the US American average: 21% public hospitals, 56% non-for-
profit, and 23% for-profit.
In the period of our analysis, many public hospitals closed or
ownership was transferred to private entities. In the period 1994
to 2003, the number of public hospitals decreased by 18% from
1371 to 1121 while for-profit hospitals increased by 10%, from 719
to 790. In this period, in fact, several factors threatened the
financial position of American public hospitals: 1) the number of
uninsured increased (reaching 43.6 million in 2002); 2) Medicare
(publicly-funded program for the care of the elderly) andMedicaid (publicly-funded program for the care of the very poor)
sharply reduced the rate of growth in payments [30]; and 3) local
government commitments dwindled. At the same time, public
hospital managers faced greater constraints to adapt to these
forces because of the special circumstances of public ownership,
such as strong labor unions, political appointees who do not
necessarily value strong management, and a view that the
hospital is an important place of employment [2,31].
To identify the public hospitals privatized in the three states
included in the study, we identified the number of public
hospitals in each of the three states in the baseline year 1993
and then, through the analysis of changes in the hospital control
variable of the American Hospital Association Guide [29], we
identified the public hospitals that were privatized in the period
1994 to 2004. The information contained in the American Hospi-
tal Association Guide was confirmed with other sources, includ-
ing hospital and state Web sites.
We selected only those privatizations that met the following
three criteria: 1) the privatization was of a state or local govern-
ment, short-term general hospital that had had the same own-
ership status for at least 3 years before the conversion; 2) at least
3 years of data existed both before and after the acquisition; and
3) the converted hospital remained privately-owned (either non-
profit or for-profit) for at least 3 years following the conversion.
In the three states selected, during the period 1994 to 2003, 38
public hospitals converted to private ownership (28 to nonprofit
and 10 to for-profit). After applying the eligibility criteria, 22
hospitals remained in the study group. Of the 16 hospitals
excluded by the population study, two were specialty hospitals,
seven experienced private ownership lasting less than 3 years
postconversion, and seven had a preconversion public ownership
lasting less than 3 years.
The main features of the hospitals included in our population
study are summarized below and represented in Table 1. A large proportion of our sample of privatized hospitals was
characterized by lower levels of uncompensated care com-
pared with what is known about amounts provided by public
hospitals nationwide. While there was no national public
reporting of uncompensated care or its respective elements
of bad debt and free care during the period of our analysis,
some studies of uncompensated care by ownership group
were available in a few states. In particular, a 2003 study of
uncompensated care in five states (including Florida and
California) found a mean uncompensated care as a percentage
of operating expenses of 13% for government hospitals, and a
top quartile range of 19% to 26% among government-owned
hospitals in those states [32]. In our sample, the comparable
average was only 11%. Thus, as suggested also by other studies
[21,25,33], hospitals that are privatized may be less likely to be
considered essential safety net hospitals in their communities. In terms of profitability, the hospitals included in the popula-
tion study show, on average, negative margins; 14 of the 22
had zero to negative total margins, with some quite large
Table 3 (continued)
Non-operating margin Mark-up ratio (averages)
Privatized
hospitals
Comparison
group
Difference
between
groups
Privatized
hospitals
Comparison
group
Difference between
groups
5.68% 0.83% 5% 179% 142% 37%
1.87% 0.73% 1% 232% 152% 81%
3.81% 0.09% 4% 54% 10% 44%
VA L U E I N H E A LT H 1 6 ( 2 0 1 3 ) S 2 4 – S 3 3 S29negative margins. In 1994 (starting year of the current study),
public American hospitals showed an average total margin of
3.1%. These data suggest that poor financial performance may
be a contributing factor to why many of these hospitals
privatized and may also be a sign of a local government’s
unwillingness to continue using tax dollars to finance hospital
operations. Furthermore, this finding is aligned with the
results of other studies [15,21] that suggest that financial diffi-
culty is the main determinant of conversions. Bed size ranged from 34 to 811 beds.
 The majority of the hospitals converted to private nonprofit
organizations.As mentioned in the Introduction, we assessed the impact ofPerformance Measures
hospital privatization on three broad performance dimensions:
1) profitability, 2) efficiency, and 3) community benefits. Table 2
explains the different indicators used to capture each of these
dimensions, the corresponding construction method, the source,
and meaning.
As represented in Table 2, in evaluating the effects of priva-
tization on the provision of free care, we separated the two
elements that compose ‘‘uncompensated care’’: charity care and
bad debt. While most researchers consider the aggregate value of
uncompensated care, we measured the two items separately
because they represent different reasons for failing to collect
revenue from patients. Charity care represents hospital services
offered free of charge to poor and uninsured people who meet the
hospital’s charity care guidelines. At some point, hospitals
determine that before, during, or even after treatment, the
patient is unable to pay and eligible for free or heavily discounted
care. For bad debt, hospital sends bills to patients who fail to pay
in full and are not eligible for free care under the hospital’s
guidelines, or have not provided the information necessary to
determine their eligibility. Many of these patient bills are sold to
collection agencies for aggressive debt collection activity.
Thus, rising bad debt as a percentage of total charges
indicates that the hospital is failing to collect from patients
who were expected to pay their bills, and might be seen as a
sign of poor collection practices, or that there are more under-
and uninsured people who are unable to pay their full bill, or that
the hospital’s charity care eligibility guidelines have become less
generous. On the other hand, rising free care as a percentage of
total charges indicates that more patients (or the same patients
with more expensive bills) are receiving charity care, because of
changes in either population health, economic coverage status,
or health coverage status, or hospital eligibility standards toward
greater generosity. Declining free care ratios might suggest the
opposite.
The scope of ‘‘unprofitable but valuable’’ services offered by
the hospital has been evaluated by other researchers [18,27,28] as
an important community benefit measure. Some services,
though highly valued by the community, are not profitable [32].These services may be considered as community benefits
because they address community’s health needs that might
otherwise go unmet. The study included in the list services
such as community health education, health screening services,
clinic services targeted to specific groups in the community
(e.g., indigent patients), and trauma care.Findings
Profitability Trends after Privatization
Table 3 shows that the change in total margin pre- to postconver-
sion is not statistically different from the change in total margin
for US public hospitals over the same time period. If, however, we
split the total margin into its two main components, we record
differences that are statistically significant. Operating margins
increased significantly after privatization (þ6.08%), while non-
operating margins decreased significantly postmerger (3.81%),
relative to the comparison group. One reason for the decline in
nonoperating margins may be that privatized hospitals lose
public subsidies historically reported as nonoperating revenues,
or that these subsidies have been converted into operating
revenues through higher payment rates for low-income Medicaid
patients, for instance. This could indicate a more reliable,
ongoing source of revenue, or it could simply be a change in
the way nonoperating support is reported in financial statements
by the new owners.
The increase in operating margin recorded in our population
study can be achieved by increasing revenues and/or reducing
operating costs. To increase revenues, besides the possibility of
improved rates or more generous payer mix (e.g., more private
paying patients), a hospital might invest or increase activities in
more profitable services and drop unprofitable ones and, if
feasible, increase charges for hospital services. To lower operat-
ing costs, a hospital might look to cut staffing or lower capacity
(e.g., number of beds or outpatient clinics).
One change that was statistically significant was the change
in the markup ratio after conversion which increased by more
than 50 percentage points passing from 179 to 232. This finding
suggests that new management adopted more aggressive pricing
policies to increase payment from those few payers who still paid
full charges (self-payers and indemnity plans), as well as
privately-contracting plans that paid on the basis of a discount
off charges.Productivity and Efficiency
The results regarding efficiency are mixed (see Table 4). The
average data on occupancy of staffed beds show a positive
increase, but it was not statistically significantly different from
the control group (P ¼ .15). The length-of-stay trends, however,
show a statistically significant decrease in privatized hospitals
Table 4 – Trends in hospital productivity and efficiency after privatization.
Occupancy for staffed beds (%) Length of stay (d) Inpatient expenses per admission (average yearly
growth rate) (%)
Privatized
hospitals
Comparison
group (US
hospitals)
Differences
between
groups
Privatized
hospitals
Comparison
group (US public
hospitals)
Differences
between
groups
Privatized
hospitals
Comparison
group (US public
hospitals)
Differences
between
groups
Before 59 47 12 5.82 4.67 1.53 4.0 2.0 2.3
After 63 55 8 5.10 4.41 1.06 0.1 3.5 3.2
Difference 4.37 7.80 3.43 0.72 0.26 0.48 3.9 1 6
* Statistically significant difference, P o .05 (t test).
Table 5 – Services dropped after privatization.
Service dropped after
privatization
Florida
(absolute
number)
California
(absolute
number)
Massachussetts
(absolute
number)
Total number
of converted hospitals
that dropped the
service
Total number
of hospitals offering this
service before conversion
% of privatized
hospitals dropping the
services
Patient education center 3 3 2 8 16 50
Community health reporting 1 5 2 8 16 50
Alcoholism-drug abuse or
dependency outpatient
services
1 1 2 4 8 50
HIV/AIDS services 2 2 4 12 33
Dental services 1 2 3 4 75
Health information center 1 1 1 3 9 33
Urgent care center 1 1 1 3 6 50
Trauma center 1 1 2 6 33
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Box 1–Description of services dropped
Alcoholism-drug abuse or dependency inpatient
services
Diagnosis and therapeutic services to patients with
alcoholism or other drug dependencies
Community health reporting
Dissemination of reports to the community on the
quality and costs of health care services
Dental service
Dental or oral services to inpatients or outpatients
Health information center
Education aimed at increasing the information of
individuals and populations
HIV-AIDS services
Units or medical teams specifically dedicated to the
diagnosis, treatment, and counseling services for HIV-
AIDS patients and their families
Patient education center
Information for patient and/or family related to ther-
apeutic regimens, medical procedures, and self-care
Trauma center
A certified facility that provides emergency and specia-
lized intensive care to the critically ill and injured
Urgent care center
A facility that provides care and treatment for problems
that are not life-threatening but require attention over
the short term. These units function like emergency
rooms but are separate from hospitals with which they
may have backup affiliation arrangements.
VA L U E I N H E A LT H 1 6 ( 2 0 1 3 ) S 2 4 – S 3 3 S31compared with the control group. On average, the length of stay
declined from 5.82 to 5.10 days. Because the hospitals in our
study had relatively high lengths of stay in the preconversion
period, our findings suggest that privatization helped make these
hospitals more efficient with respect to their inpatient hospita-
lization stays. Our results show no statistically significant change
in the trend of inpatient expenses per admission.Table 6 – Uncompensated care, charity care, bad debt as a prop
trends.
Pri
Uncompensated
care (% GPSR)
Charity care
(% GPSR)
Before 7.7 3.7
After 6.7 3.2
Difference 1.0 0.5Benefits for the Community
Changes in the structure of services
We analyzed the scope of services offered by the hospitals before
and after privatization to determine whether hospitals dropped
unprofitable services after privatization. Table 5 indicates that
privatized hospitals often did drop such services after conver-
sion. Similar patterns of behavior have been observed by other
authors [18,26–28]. In particular, the majority of the services
dropped by the privatized hospitals analyzed in this article are
included in the list of services judged as unprofitable by Horwitz
[18]. In this study, the definition of profitability status for each of
the services was based on 1) peer reviewed medical and social
science literature, 2) interviews with hospital administrations
and doctors, and 3) analyses of the socioeconomic or insurance
status of patients likely to demand the services.
The fact that the privatized hospitals included in our popula-
tion study dropped valuable but unprofitable services (Box 1) may
not be directly caused by privatization. To make such a state-
ment, we would need a control group represented by a sample of
public hospitals that did not convert. As far as we know, the exact
same services dropped by the privatized hospitals could have
been eliminated in the same period by public hospitals as well.
However, available evidence suggests that this is not the case.
Bazzoli et al. [2] found that 1) safety-net hospitals (the vast
majority of public hospitals) over the same time period were
more likely to offer a set of services valuable to the community
such as emergency department services, AIDS services, and
outpatient substance abuse services, and 2) they did not change
the services’ structure in the period analyzed.Uncompensated care
The results shown in Table 6 find that privatization did not bring
any statistically relevant changes either in charity care or bad
debt between the pre- and postconversion time periods. We do
not have the data to compare the change in the control group.
The general trends hide substantial variability within the study
population. The Californian privatized hospitals in the study
were providing, before conversion, very low levels of charity care
(around 1.5% over gross patient service revenue), and they
remained at these low levels after privatization. Privatized hos-
pitals in Florida, on the other hand, reported charity care that
averaged one percentage point lower after conversion, from 5% to
4% of gross patient service revenue. The Massachusetts trend is
influenced by the presence of a major safety net hospital, Boston
Medical Center. Boston Medical Center provided a high level of
free care before and after conversion. Excluding Boston Medical
Center in Massachusetts, average free care dropped from 2.9% to
1.5% of gross patient service revenue after privatization.
Bad debt, as a percentage of gross patient service revenue,
also declined postconversion. Possible reasons may be changes inortion of gross patients services revenues (GPSR)—general
vatized hospitals
Bad debt
(% GPSR)
Charity care
(% uncompensated care)
4.0 41
3.6 36
0.4 5.2
VA L U E I N H E A LT H 1 6 ( 2 0 1 3 ) S 2 4 – S 3 3S32the service mix, trends in insurance in the hospitals’ service area,
better collecting policies, or better internal processes for helping
low-income patients qualify for Medicaid.Discussion
In the 1980s and 1990s, the financial situation of American public
hospitals was increasingly challenging, given the growth in
managed care networks that heightened competition for pri-
vately insured as well as publicly insured patients, and the rise
in the number of uninsured, coupled with greater constraints on
government funding sources. Conversion to private ownership
was a common path taken among public hospitals as a means to
become more effective competitors, to reduce costs, and/or seek
more profitable service or payer mix.
This exploratory analysis of a subset of privatizations from
the decade of the early 1990s to early 2000s offers some useful
insights to managers and policymakers considering hospital
privatizations. First, they should consider a broad set of potential
impacts, not just profitability or impact on uncompensated care,
but also the impact on service availability and affordability. Our
findings indicate that while profitability improved with privatiza-
tion, and uncompensated care remained unchanged, the prices
charged increased and services often considered important to the
community but unprofitable were dropped. On the positive side
of the argument for privatization, our results suggest that it did
result in improved operating margins with a statistically signifi-
cant reduction in inpatient length of stay.
For those countries outside the United States that are con-
sidering adopting privatization as a strategy to improve the
financial performance of publicly-owned hospitals, some policy
and managerial implications can be anticipated. Our data suggest
that privatization could be a tool to improve financial perfor-
mance. If there are ways for hospitals to increase prices to
patients, however, this is something that should be of concern
for policymakers because it may create greater access and
affordability problems in the hospital service area. Another way
to potentially increase revenue is to drop unprofitable but valu-
able services and to provide more services to paying patients,
which raises concerns of the appropriateness of the scope of
services offered in the name of revenue generation.
Another clear finding of our study is that the hospital length
of stay dropped after privatization. Shorter lengths of stay are
generally considered an indication of ‘‘more efficiency’’ but only if
the quality of care provided is maintained or improved, and the
postacute sector is able to handle the early discharge of patients
in an appropriate manner. In particular, community-based ser-
vices for rehabilitation, mental health, substance abuse, HIV, and
urgent care may need to be built up to support faster hospital
inpatient through-put.
In the interpretation of these findings, however, it is impor-
tant to take into account the specific characteristics of the
environment where the study took place. In the United States,
which relies on market competition to determine prices and
service mix, privatized hospitals may be governed in such a way
as to allow more managerial flexibility to respond to those
conditions, and hence lead to a more efficient and financially
sustainable hospital. Privatization in a more publicly managed
system may be more constrained in what it can and cannot do
(e.g., drop services, increase prices), which may mitigate the
potentially negative impact of what is seen in privatized hospi-
tals in the United States. On the other hand, reduced managerial
flexibility may also reduce the positive responses that could be
encouraged by privatized ownership.
Furthermore, in systems characterized by a good primary care
sector, the presence of intermediate care facilities, and strongintegration between acute care and postacute care, the fact that
privatized hospitals drop a series of outpatient services (such
as patient education or dependency outpatient services) should
not be a concern because access and continuity of care is not
at stake.
Finally, some important limitations of the current study
deserve mention. First, we have not included a real matched-
comparison control group but we have used, as control variable,
the trend recorded within the entire population of American
public hospitals. In this sense, we may have overlooked some
more local confounding variables that could provide different
explanations, other than the privatization itself, to the various
trends recorded in our population study.
Second, it must be noted that postconversion behaviors might
depend on many different factors such as the new hospital
objectives, the reasons behind conversion, the features of the
contractual agreement defined with public institutions, and the
financial pressure of the current environment.
In summary, it is clear that the hospitals studied in this
analysis did appear to respond in the expected way—reducing
length of stay, costs, and low-margin services. Their price, profits,
and operating margins increased, but access to community-
based services in these hospitals declined. This suggests that
the effect of ownership conversion is likely to be manifested in
multiple domains, affecting not only hospitals’ financial perfor-
mance but also community access and affordability.
In conclusion, on the basis of results of the study, we can claim
that privatization might be an effective strategy to make universal
health coverage systems more efficient and sustainable. It is
important, however, to analyze the actual impact of privatization
on several dimensions not only efficiency and financial perfor-
mance because, in some cases, access to care for the surrounding
community could be at risk. To this extent, it is advisable for
public entities that are in the process of privatizing hospitals to
include into the contractual agreements some form of constraints
to avoid possible dangerous profit-maximizing behaviors, such as
increasing charges or reducing the scope of services offered.
Finally, from the quantitative analysis presented in this
article, it is difficult to say which specific management or
institutional changes actually triggered the efficiency process.
In this regard, to enhance the overall understanding of the actual
impact of hospital privatizations, it is advisable to match the
quantitative analysis with the analysis of some relevant, specific
cases to better understand the actual dynamics that lead to the
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